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I.  INTRODUCTION 


Mr.  Chairman,  I  am  grateful  for  the  oppor¬ 
tunity  to  address  a  distinguished  group  such  as  the 
one  you  have  assembled  here  today.  I  am  particularly 
pleased  to  note  that  there  is  present  a  wide  cross- 
section  of  participants:  legislators,  government 
officials,  business  and  labour  leaders  and  members  of 
the  academic  community.  You  are  to  be  commended  for 
bringing  such  a  group  together  to  participate  in,  what 
I  am  sure  will  be,  an  enlightening  experience  for  us 
all. 


Economists  as  a  group  have  not  distinguished 
themselves  in  recent  years  with  their  astute  prophetic 
insights.  On  the  contrary,  the  failings  of  economic 
forecasters,  particularly  in  regard  to  warning  of  the 
seriousness  of  our  inflation  problem,  are  well  known. 

I  stand  before  you,  therefore,  with  considerable 
humility  and  assure  you  that  I  look  forward  not  only 
to  sharing  my  thoughts  and  ideas  with  you,  but  also 
to  learning  from  the  expression  of  views  from  the 
other  speakers  and  panelists  and  from  the  audience. 

It  is  a  commonplace  observation  that  we  are 
living  in  extraordinary  times.  The  joint  occurrence 
of  a  raging  inflation  and  a  weakening  demand  and  out¬ 
put  situation  is  not  something  that  our  Keynesian 
economics  textbooks  said  would  happen.  But  it  has. 
Because  it  has,  I  think  it  is  extremely  important  to 
examine  in  some  depth  the  current  state  of  the  economy 
and  how  we  got  there,  as  well  as  looking  at  our 
economic  prospects.  Only  a  week  ago,  we  were  given 
a  review  of  the  economic  situation  by  the  Federal 
Minister  of  Finance.  I'll  be  comparing  notes  with 
his  observations  about  the  economy  as  I  go. 

There  are  a  number  of  major  uncertainties 
about  both  the  national  and  the  international  scene. 
Because  they  are  of  such  importance  to  the  economy 
of  Ontario,  I  will  dwell  on  them  at  some  length.  As 
a  consequence,  my  presentation  is  organized  around  a 
review  of  national  developments,  current  and  pros¬ 
pective,  after  which  I  will  be  dealing  with  the  situa¬ 
tion  in  this  province. 
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I  think  this  is  a  time  for  assessing  the 
economy  with  some  perspective.  I  will  not  be  drawing 
your  attention  to  a  lot  of  month-to-month  changes  in 
the  current  indicators .  I  am  not  so  much  interested 
in  what  went  up  in  September  or  what  might  have  gone 
down  in  October  or  November  as  I  am  in  dealing  as 
thoroughly  as  possible  with  what  I  consider  the  basic 
questions:  what  kind  of  year  was  1974?  Is  the 

economic  situation  stationary,  deteriorating  or  im¬ 
proving?  If  the  economy  is  not  now  growing  when 
is  it  going  to  start  to  do  so  and  why?  Is  inflation 
going  to  subside  in  1975  or  isn't  it?  Is  the  Ontario 
economy  going  to  fare  better,  about  the  same  or  worse 
than  the  situation  forecast  nationally?  I  intend 
to  confront  key  issues  such  as  these  and  to  do  so 
in  appropriate  perspective. 

Like  most,  if  not  all,  economists.  I'll 
start  off  down  the  road  with  my  eyes  on  the  rearview 
mirror.  Let's  look  back  about  a  year.  What  kind  of 
economic  performance  was  expected  in  1974  and  how 
does  that  expectation  compare  with  the  likely  outcome 
for  the  year? 


II.  AN  OVERVIEW  OF  1974:  EXPECTATIONS 
AND  OUTCOMES  GROWTH 

In  1973,  real  GNP  increased  by  6.8%  according 
to  current  national  accounts  estimates.  The  conven¬ 
tional  wisdom  about  a  year  ago  was  that  growth  in  1974 
would  not  be  as  great.  The  range  of  expected  results 
was  wide  --  from  about  5£%  on  the  high  side  to  virtual¬ 
ly  no  growth  on  the  low  side.  The  expected  growth 
number  with  the  most  support  was  around  4%:  the 
current  conventional  wisdom  is  that  the  outcome  for 
the  year  was  about  that  or  slightly  better.  Score 
one  point  for  the  economists. 


inflation 


In  1973  the  consumer  price  index  went  up 
7.6%.  The  conventional  wisdom  at  the  beginning  of 
this  year  was  that  the  inflation  rate  for  1974  would 
be  in  the  range  of  1\  -  8%;  the  highest  forecast 
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inflation  rate  that  I  could  find  was  9%.  The  likely 
outcome  for  the  year  is  an  increase  in  the  CPI  of 
about  103%.  An  easing  in  the  rate  of  advance  of 
consumer  prices,  anticipated  for  the  second  half  of 
the  year,  did  not  materialize.  Generally  speaking, 
the  price  situation  did  not  improve,  it  deteriorated. 
Score  a  point  against  the  economists. 


Unemployment 

The  jobless  rate  in  1973  averaged  5.6%. 

With  the  momentum  of  the  economy  expected  to  slow 
significantly  in  1974,  unemployment,  it  was  thought, 
would  rise.  The  conventional  wisdom  was,  that  for 
the  year  as  a  whole,  the  unemployment  rate  would 
average  about  6%.  In  fact  it  appears  that  it  will 
have  averaged  about  5£%,  no  worse  and  probably  a  bit 
better  than  in  1973  in  spite  of  the  apparent  weakening 
of  the  economy.  We  had  better  frame  that  forecast. 

It  is  rare  that  economists  err  on  the  side  of  pessimism. 


Other  Indicators 


Among  the  many  other  performance  indicators 
about  which  economists  have  something  to  say  are 
housing  starts,  the  size  of  the  merchandise  trade 
surplus,  the  change  in  pre-tax  corporate  profits  and 
interest  rates,  to  name  just  a  few. 

In  regard  to  housing  starts,  virtually  all 
economists  anticipated  a  reduction  from  the  1973 
record  of  269,000.  Most  forecasts  fell  into  the 
range  of  240  to  250  thousand  in  1974.  The  likely 
outcome  is  about  235,000,  not  too  far  off  the  mark  but 
a  little  weaker  than  expected. 

The  merchandise  trade  surplus  in  1973  was 
$2.2  billion  on  a  national  accounts  basis.  About  a 
year  ago,  the  most  common  view  for  1974  was  that  the 
trade  surplus  would  not  be  as  large  as  in  1973.  Data 
for  the  first  half  of  the  year,  at  least,  confirm  that 
general  view:  the  merchandise  trade  surplus  averaged 
$2.0  billion  and  the  conventional  wisdom  now  has  it 
down  considerably  below  that  for  the  year  as  a  whole. 
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Corporation  profits  before  taxes  were  up 
35%  in  1973  after  rising  more  than  20%  in  1972.  The 
expectation  for  1974  was  that  they  would  not  likely 
be  nearly  as  buoyant;  either  flattening  out  at  their 

1973  level  or  rising  at  most  another  10-12%.  That 
forecast  didn't  pan  out.  The  increase  in  pre-tax 
profits  this  year  will  likely  be  on  the  order  of  25%, 
more  than  twice  what  was  expected. 

Finally,  among  many  of  those  economists  who 
publicly  dared  to  forecast  interest  rates,  there 
was  the  view  a  year  ago  that  the  banks'  prime  lending 
rate  at  the  end  of  1974  would  be  somewhere  between 
8  and  9%.  Well,  the  prime  lending  rate  in  Canada  is 
currently  11%,  following  the  latest  round  of  adjust¬ 
ments,  after  being  on  an  11^%  plateau  for  a  number 
of  months.  While  further  changes  from  this  new  level 
may  be  expected  in  the  near-term  (as  a  result  of 
short-term  rate  developments  in  the  United  States 
coupled  with  changing  circumstances  in  the  Canadian 
financial  markets,  not  the  least  of  which  is  the 
early  termination  of  sales  of  high-yielding  Canada 
Savings  Bonds), it  would  seem  that  the  economists' 

1974  interest  rate  forecast  was  too  low. 

Let's  sum  up  1974  performance  in  relation 
to  expectations.  In  general  the  forecasters: 

appear  to  have  been  right  about  the  extent 
of  the  slowing  of  real  GNP  growth; 

they  were  unduly  pessimistic  about  unemploy¬ 
ment  rising  as  a  consequence  of  the  apparent 
slowing  in  the  pace  of  demand  and  production; 

they  were  right  about  housing  starts  coming 
down  from  record  levels  although  they  were 
a  bit  optimistic  about  the  extent  of  the 
decrease; 

they  were  right  about  the  merchandise  trade 
balance  coming  down  from  its  1973  level; 

but  they  were  wrong  about  the  level  of 
interest  rates  and  wrong  about  the  extent 
of  the  rise  this  year  in  corporate  earnings 
and,  finally. 
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they  were  wrong  about  inflation.  Instead 
of  rates  of  price  increase  stabilizing  at 
about  the  rate  registered  in  1973  we  have 
experienced  a  considerable  further  dete¬ 
rioration.  For  that,  the  cartoonists 
have  made  us  suffer  dearly! 


III.  A  PRELIMINARY  OVERVIEW  OF  1975:  THE  PRE¬ 
BUDGET  CONVENTIONAL  WISDOM 

I  want  to  turn  now  to  an  overview  of  what 
economists  are  saying  about  the  Canadian  economy  in 
1975.  In  recent  weeks  we  have  been  deluged  with  an 
outpouring  of  economic  prophecy  which  is  usual, 
of  course,  at  this  time  of  the  year.  Even  the  Federal 
Minister  of  Finance  has  entered  the  forecasting 
sweepstakes,  albeit  with  a  forecast  couched  in  pretty 
general  terms.  Besides  characterizing  for  you  the 
apparent  consensus  view  about  things  to  come  (to  the 
extent  that  such  a  consensus  exists)  I  plan  to  point 
up  areas  where  expectations  differ  and,  to  the  extent 
that  I  can,  why  they  differ. 

I  have  had  an  opportunity  to  examine  a 
number  of  forecasts  in  recent  weeks  --  many  of  them 
published,  some  of  them  not.  The  ones  that  I  have 
seen  will  not  reflect  last  Monday's  Federal  Budget, 
unless,  of  course,  the  Budget  measures  were  correctly 
foreseen.  That  is  not  likely.  It's  hard  enough  fore¬ 
casting  the  economy  let  alone  what  the  Government  is 
going  tc  do  about  the  economy!  As  a  result,  the 
brief  overview  of  the  conventional  wisdom  that  I  am 
now  going  to  sketch  out  must  be  seen  as  a  pre-budget 
forecast.  Later  on,  when  I  turn  to  a  "nuts  and  bolts" 
review  of  the  Canadian  and  Ontario  economic  situation, 
I  will  convey  my  own  assessment  of  the  Budget  impact 
—  a  post-Budget  forecast.  We  shall  compare  it  with 
the  one  given  by  the  Minister. 

You  will  recall  from  what  I  have  just  said 
about  1974,  that  real  growth  in  demand  and  production 
appears  to  nave  continued  but  at  a  less  rapid  rate 
than  in  any  of  the  three  preceding  years.  The  pre¬ 
budget  view  among  the  majority  of  forecasters  was  that 
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(1)  the  economy  will  continue  to  grow  next  year,  but 
at  a  slower  pace  than  this  year; 

(2)  inflation  will  not  deteriorate  further  next  year, 
but  neither  will  it  improve  very  much; 

(3)  unemployment  will  rise  substantially; 

(4)  housing  starts  will  be  fewer; 

(5)  corporation  profits  will  not  rise  from  this 
year's  level;  and 

(6)  the  merchandise  trade  surplus  will  likely  decline, 
possibly  by  a  considerable  amount.  Let's  look 

at  each  of  these  more  closely. 


Growth 


The  conventional  wisdom  is  that  real  output 
increased  by  about  4$%  in  1974,  and  that  next  year  an 
increase  will  likely  be  recorded  of  about  3%.  Growth 
at  that  rate  would  be  just  in  excess  of  our  perform¬ 
ance  in  1970.  Looking  at  1974  and  1975  together,  the 
conventional  wisdom  sees  a  cumulative  real  output 
increase  of  7£%,  the  weakest  2-year  performance  since 
1960-1961. 


The  range  of  views  about  Canadian  growth 
prospects  for  1975  is  fairly  wide  —  from  about  +4.5% 
at  the  top  end  to  about  +1%  at  the  bottom  end.  Thus 
even  the  most  optimistic  of  forecasters  see  the  economy 
growing  at  less  than  its  potential  or  long-term  trend 
rate;  the  most  pessimistic  see  the  level  of  production 
in  the  economy  as  a  whole  continuing  to  increase  next 
year,  although  only  slightly.  The  question  of  what 
constitutes  a  recession,  whether  we  are  in  one  or 
about  to  enter  one,  does  not  seem  worth  dwelling  on. 
Whatever  a  recession  is,  it  now  appears  that  many 
economists  in  the  United  States  now  agree  that  their 
economy  is  in  one.  In  Canada,  I  have  not  noticed  any 
inclination  to  describe  our  overall  performance  now 
or  next  year,  even  at  the  low  end  of  the  spectrum,  as 
a  recession. 
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The  Minister  of  Finance  was  forecasting 
about  real  growth  in  1975  prior  to  his  Budget 

measures  and  4%  for  next  year  in  view  of  the  likely 
impact  of  those  measures. 


Inflation 


The  general  view  about  inflation  prospects 
may  be  described  as  gloomy  but,  by  international  stan¬ 
dards,  not  disastrous.  For  consumer  prices  there  is 
the  expectation  that  the  increase  next  year  may  be 
about  as  much  as  it  was  this  year  —  that  is,  about 
11%.  The  overall  price  index  for  GNP ,  the  most  com¬ 
prehensive  measure  of  our  price  performance,  is  gene¬ 
rally  viewed  as  rising  less  rapidly  in  1975  than  in 
1974  (about  10%,  down  from  12%) .  The  range  of  views 
is  fairly  wide:  at  worst,  the  rate  of  inflation  is 
seen  to  be  as  bad  as  in  1974;  at  best  it  may  come  down 
as  low  as  8  or  9%  for  the  year  as  a  whole  and  on  an 
improving  trend. 

What  is  not  being  forecast,  to  my  knowledge, 
is  a  significant  further  deterioration  in  Canada's 
inflation  rate  in  1975.  Many  of  the  major  industrial 
nations  are  experiencing  rates  of  increases  in  prices 
right  now  that  are  considerably  higher  than  in  Canada. 
The  conventional  wisdom  among  Canadian  forecasters  is 
that  we  will  not  see  the  price  picture  get  that  bad 
in  this  country. 

Mr.  Turner  appears  of  that  view:  in  his 
words  "we  are  striving  to  get  the  rate  of  inflation 
down  below  the  two-digit  level  next  year".  He  doesn't 
say  that  he  is  confident  of  success. 


Unemployment 

The  deterioration  in  the  unemployment  situ¬ 
ation  expected  to  happen  in  1974,  and  which  didn't 
happen,  is  now  being  anticipated  again  —  only  to  a 
greater  degree.  The  general  expectation  is  that,  on 
an  annual  average  basis,  the  unemployment  race  in 
1975  may  average  a  full  percentage  point  higner  (i.e. 
6.5%,  up  from  5.5%)  than  this  year.  The  range  of 
outcomes  forecast  is  wide:  on  the  one  extreme  is  a 
forecast  average  rate  of  7.0%;  on  the  other  is  an 
average  rate  of  6.0%. 
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The  consensus  is  clearly  that  conditions 
in  the  Canadian  labour  market  will  deteriorate  in 
1975:  the  question  is  one  of  degree.  The  Minister 

of  Finance  says  he  expects  net  new  job  creation  of 
about  250,000  next  year.  Whether  or  not  that  implies 
higher  unemployment  depends  on  how  much  labour  force 
growth  we  are  going  to  get. 


Other  Indicators 

The  range  of  outcomes  forecast  for  the  rate 
of  real  growth,  inflation  and  unemployment  is  fairly 
wide.  For  specific  sectors  or  components  of  economic 
activity  the  range  is  even  wider. 

Take  housing  starts,  for  example.  From  a 
likely  outcome  of  235,000  starts  in  1974,  we  will 
either  see  an  improvement  to  240,000  next  year  or  a 
substantial  deterioration  to  172,000.  The  majority 
of  views  is  that  housing  will  be  weaker  next  year  than 
this;  a  simple  average  of  the  forecasts  I  have  seen 
is  about  210,000,  the  sort  of  performance  we  registered 
in  1969.  But  that  is  an  average  of  a  widely  differing 
set  of  numbers.  The  Minister  of  Finance  is  hopeful 
for  200,000  starts  and  even  that  will  require  imple¬ 
mentation  of  his  six  measures  to  stimulate  residential 
construction . 

We  also  get  marked  differences  in  view  about 
what  may  happen  to  our  trade  surplus.  It  will  either 
improve  considerably  or  deteriorate  seriously.  An 
average  sort  of  view  is  that,  on  balance,  our  foreign 
trade  position  will  further  weaken  in  1975  with  the 
increased  value  of  merchandise  imports  exceeding  the 
increased  value  of  merchandise  exports. 

Tn  regard  to  corporate  profits  there  is 
somewhat  of  a  consensus  around  the  view  that  pre-tax 
profits  in  1975  will  be  about  what  they  were  in  1974, 
taking  the  corporate  sector  as  a  whole.  The  corpora¬ 
tions  are  seen  as  caught  in  the  squeeze  between  rising 
costs  (as  workers  attempt  to  "catch-up"  on  increases 
in  consumer  prices)  and  softer  markets  offering  less 
scope  for  rolling  cost  increases  through  in  the  form 
of  higher  selling  prices. 
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Let's  sum  up  expected  1975  performance,  to 
the  extent  that  one  can  generalize  about  the  views 
that  have  been  expressed.  In  general,  the  pre-budget 
forecasters : 

see  further  growth  in  total  output  next 
year  but  at  a  slower  rate  than  in  1974; 

they  expect  unemployment  to  rise  in  asso¬ 
ciation  with  weakening  demand  and  product¬ 
ion; 

they  see  the  rise  in  the  consumer  prices 
next  year  about  as  high  as  this  year  and  a 
small  relative  improvement  in  prices  overall; 

housing  starts  are  generally  expected  to 
weaken,  the  trade  balance  to  decline  and 
corporation  profits  to  flatten  out. 

In  general  terms  this  is  the  picture  that 
emerges.  The  range  of  outcomes  thought  possible  for 
1975  is  wide,  a  reflection  of  the  fact  that  the  range 
of  plausible  assumptions  about  domestic  and  inter¬ 
national  factors,  both  political  and  economic,  is 
wide . 


A  Review  of  Assumptions 

Most  economists  making  a  forecast  tend  not 
to  be  very  explicit  about  the  assumptions  being  made. 
While  one  can  detect  common  elements  in  a  priori 
posturing  about  the  international  situation  and  about 
fiscal  and  monetary  policy,  differences  in  degree  are 
not  explicit. 

The  general  view  is  that  our  major  trading 
partners  have  experienced  either  declining  output  or 
no  growth  at  all  during  1974  and  this  fact  exnlains 
the  drag  being  put  on  our  economy  by  weak  exports. 

The  international  situation  is  expected  to  improve 
in  1975  but  only  gradually.  The  current  U.S.  recession 
is  expected  by  many  to  be  both  mild  and  brief.  The 
worst  is  thought  to  be  over  for  basic  commodity  prices 
other  than  food  although  nobody  that  I  have  seen  is 
expecting  significant  relief  from  current  international 
oil  prices.  On  the  other  hand,  as  Mr.  Turner  put  it. 
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"energy  prices  would  certainly  not  be  the  engine  of 
inflation  that  they  were  during  the  past  year".  If 
such  prices  remain  on  a  high  level,  they  don’t  add  to 
current  inflation. 

There  is  the  feeling  that  the  recycling 
problem  caused  by  massive  changes  in  the  balance  of 
payments  positions  of  oil  importing  and  oil  exporting 
nations  can  be  handled  without  a  major  international 
financial  upheaval.  No  world-wide  recession  is 
anticipated.  The  world  economy  is  expected  to  weather 
the  storm,  although  the  way  out  of  the  current  mess 
will  be  more  gradual  than  was  the  way  in. 

In  regard  to  domestic  economic  policy  there 
was,  at  least  prior  to  the  Budget,  a  general  feeling 
that  we  might  see  some  token  expenditure  restraint  at 
both  the  federal  and  provincial  levels  in  view  of  cur¬ 
rent  inflation  and  the  high  cost  of  borrowing.  On 
the  other  hand,  many  are  of  the  view  that  rising  un¬ 
employment  in  1975  will  likely  trigger  selected  new 
initiatives  to  bolster  certain  sectors  or  regions. 

In  general,  the  conventional  wisdom  appears 
to  be  that  the  present  softness  in  the  world  economy 
will  not  deteriorate  but  will  improve  although  the 
effects  of  such  improvement  will  not  be  seen  on  Cana¬ 
dian  exports  for  some  time.  In  regard  to  economic 
policy  it  is  felt  by  many  that  some  easing  of  positions 
would  be  induced  by  expected  rising  unemployment  al¬ 
though  neither  a  switch  to  a  strongly  expansionary 
posture  or  to  significant  belt  tightening  is  thought 
to  be  likely. 

Thus  far  I  have  taken  the  broad  brush 
approach  to  describing  the  views  of  others  about  cur¬ 
rent  performance  and  prospects.  I  now  want  to  get 
down  into  the  "nuts  and  bolts"  and  look  at  seme 
specifics . 


11 


IV.  PRIVATE  SECTOR  DOMESTIC  DEMAND 


Some  sectors  of  the  economy  are  affected 
by  cyclical  instability  quite  differently  from  other 
sectors.  As  well,  the  timing  of  strengths  and  weak¬ 
nesses  varies  from  sector  to  sector.  I  plan  to 
review  most  of  the  major  components  of  the  GNP , 
focussing  particularly  on  the  changes  occurring  this 
year  and  expected  to  occur  next  year.  After  doing 
so  we  can  add  up  all  of  the  pieces  and  see  what  the 
total  looks  like. 

Consumer  spending  is  a  logical  starting 
point.  It  accounts  for  about  60%  of  total  GNP. 


Consumer  Expenditures 

Over  the  last  three  and  a  half  years  we 
have  experienced  extraordinary  increases  in  personal 
after-tax  incomes,  in  the  volume  of  consumer  debt 
outstanding  and,  not  surprisingly  therefore,  in  the 
value  of  retail  trade.  Merchandisers  have  chalked 
up  record  sales  gains.  But  how  long  can  that  situa¬ 
tion  be  expected  to  continue?  Will  Mr.  Turner's 
tax  cuts  keep  the  momentum  up  indefinitely?  He  says 
that  "the  first  essential"  of  his  Budget  program  is 
"to  sustain  demand"  and  he  concentrates  much  of  his 
program  on  personal  tax  cuts. 

Some  parts  of  consumer  spending  fall  gene¬ 
rally  into  the  class  of  "necessities".  Increases 
in  buying  for  this  group  tend  to  be  relatively  stable 
and,  therefore,  reasonably  predictable.  Other  consumer 
spending  may  be  classed  as  falling  into  the  "post- 
ponable"  category.  These  are  the  items  for  which 
buying  can  fluctuate  considerably  in  response  to  changes 
in  incomes,  credit  costs  and  availability,  consumer 
attitudes,  etc.  We  will  examine  each  group  separately. 

Consumer  spending  on  so-called  "necessities" 
emcompasses  most  of  what  Statistics  Canada  calls  non¬ 
durable  goods  and  services.  We  have  broken  food  and 
non-alcoholic  beverages  out  of  that  general  category 
because  of  the  special  features  of  the  food  situation 
in  the  last  couple  of  years. 
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In  looking  at  the  various  components  of 
demand  our  emphasis  will  be  on  changes  rather  than 
levels  of  expenditure.  The  charts  we  will  be  showing, 
and  my  accompanying  remarks,  will  have  that  focus. 

As  well,  I  am  at  this  stage  primarily  interested  in 
real  spending;  that  is,  the  change  in  expenditures 
after  adjustment  for  inflation.  We  will  leave  until 
later  the  issue  of  price  change. 

Consumer  spending  on  services  and  on  non¬ 
durable  goods  includes  quite  a  variety  of  things. 

Among  them  are:  medical  care  and  health  services; 
recreational,  educational  and  cultural  services; 
expenditures  at  restaurants,  hotels;  paid  or  imputed 
rental  services  and  costs  of  household  operation; 
along  with  automobile  operating  costs,  to  mention  some 
of  the  main  ones.  Together,  this  category  of  spending 
has  been  growing  at  a  4.8%  annual  rate,  after  adjust¬ 
ment  for  price  change, over  the  last  decade.  This 
spending  category  is  so  large  that  trend  rates  of 
growth  at  the  present  time  can  add  more  than  a  billion 
dollars  each  year  to  the  growth  of  real  GNP.  It 
appears  that  in  1974  we  fell  below  the  trend  rate  of 
increase  and  we  are  likely  to  do  so  again  next  year. 
However,  the  gain  indicated  for  1975  is  still  substan¬ 
tial  and,  in  view  of  the  Budget  measures,  exceeds  that 
for  1974.  The  momentum  of  after-tax  personal  income 
growth  (which  includes  not  only  wages  and  salaries 
but  also  government  transfer  payments)  is  the  main 
driving  force  behind  this  expenditure  category. 

The  food  and  non-alcoholic  beverage  picture 
is  an  interesting  one.  From  January,  1972  to  October, 
1974  food  prices  increased  44%,  more  than  twice  the 
rate  of  non-food  prices.  The  change  in  food  prices 
relative  to  other  prices  is  affecting  the  way  the 
people  shop  for  groceries  —  what  they  buy  and  how 
much  they  buy.  These  changes  show  up  clearly  in  aggre¬ 
gative  national  accounts  information  on  the  volume  of 
purchasing  of  food  and  beverages. 

By  any  standard,  food  was  a  super  bargain 
in  this  country  in  the  late  sixties  and  early  seven¬ 
ties.  The  annual  increase  in  real  spending  on  food 
was  growing  in  relation  to  long-term  trends.  This 
picture  started  changing  in  1972  and  has  changed  fur¬ 
ther  since.  The  real  growth  of  food  expenditures  this 
year  was  one-half  what  it  was  in  1971.  For  1975,  we 
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see  a  continuation  of  food  expenditure  growth  at  below 
trend  rates.  The  relative  price  of  food  to  non-food 
goods  and  services  is  not  likely  going  to  change  for 
some  time. 


Moving  into  the  category  of  consumer  spending 
that  Statistics  Canada  refers  to  as  "semi-durable 
goods"  we  see  a  greater  degree  of  year-to-year  expen¬ 
diture  variance.  Real  spending  on  clothing  and  foot¬ 
wear  has  been  remarkably  strong  over  the  last  four 
years.  The  year  1970  stands  out  as  the  only  weak 
year  in  the  last  six.  In  1973  we  saw  a  phenomenal 
11^%  increase,  and  this  is  after  inflation  has  been 
discounted.  Real  spending  on  clothing  and  footwear 
should  be  much  closer  to  its  trend  rate  next  year 
a  market  exhibiting  normal  rather  than  extraordinary 
gains . 


One  industry  spokesman  has  recently  noted 
that  the  world  textile  industry  is  going  through  a 
"shakeout"  phase.  A  fear  of  shortages,  which  pre¬ 
vailed  until  recently,  led  to  over-commitment  on  the 
part  of  many  customers  and  this  has  now  been  succeeded 
by  a  period  of  retrenchment.  The  Canadian  industry 
is  facing  the  competition  of  plentiful  supplies 
available  from  U.S.  and  Asian  sources.  The  Canadian 
consumer  should  be  seeing  some  price  easing  as  a 
result,  and  this  has  been  taken  into  account  in  our 
forecast  for  spending. 

Other  items  in  the  "semi-durables"  category 
include  certain  household  effects,  jewellery,  books 
and  such  like.  Real  spending  on  these  items  is  very 
cyclical.  From  1972  to  this  year  we  have  experienced 
pronounced  gains.  The  prospect  for  significant  further 
increases  in  after-tax  incomes,  together  with  the 
prospects  for  consumer  credit  availability,  indicate 
a  further  substantial  gain  in  this  spending  category 
next  year  --  in  our  view,  a  continuing  above-trend 
increase . 


Now  we  get  into  what  really  may  be  called 
postponable  buying.  Statistics  Canada  refers  to  these 
items  as  "durable  goods".  Let's  start  with  cars,  an 
expenditure  area  of  utmost  importance  in  terms  of 
income  and  employment  implications  for  Ontario. 
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Cyclical  instability  in  auto  purchases  is 
well  known.  The  turn-around  from  weakness  to 
strength  and  back  again  to  weakness  can  be  short 
and  pronounced.  Look  at  1969-71  for  example.  Expen¬ 
ditures  on  automobiles,  discounted  for  inflation, 
rose  4%  in  1969,  dropped  16%  in  1970  and  rose  18% 
in  1971.  The  years  1971-1973  were  exceptionally 
strong  years  for  car  sales.  Cumulative  real  spending 
increases  over  that  period  exceeded  even  the  very 
strong  gains  registered  from  1963-1965. 

This  year,  we  have  seen  a  return  toward 
trend  performance.  Real  spending  on  automobiles 
continued  to  rise  but  at  a  much  lower  rate  than  pre¬ 
vious.  The  year  also  saw  a  marked  shift  in  the  role 
of  domestic  versus  imported  vehicles  in  this  overall 
picture,  with  substantial  declines  in  imports  being 
offset  by  increased  purchases  of  domestic  vehicles. 

For  1975,  we  will  likely  see  a  cyclical 
downturn  in  real  spending  on  automobiles  although, 
in  view  of  the  likely  after-tax  personal  income  and 
credit  availability  situation  next  year,  we  expect 
the  adjustment  to  be  much  less  than  it  was  in  1970. 

Of  course,  what  matters  most  of  all  for  both 
our  auto  and  auto  parts  production  and  employment 
situation,  concentrated  here  in  Ontario,  is  the  car 
sales  picture  in  the  United  States.  More  than  70%  of 
the  cars  produced  in  Canada  are  sold  to  U.S.  customers 
60%  of  the  parts  produced  in  Canada  are  sold  in  the 
U.S.  There  is  just  no  way  that  Mr.  Turner  and  his 
tax  cuts  can  sufficiently  shore  up  Canadian  car  buying 
sufficiently  to  offset  the  weakness  in  the  U.S.  market 

And  that  weakness  is  severe.  Most  of  you 
have  probably  heard  that  U.S.  auto  sales  in  the  first 
10  days  of  November  were  down  38%  from  the  correspond¬ 
ing  level  a  year  ago.,  Company  shutdowns  and  news  of 
indefinite  layoffs  in  the  U.S.  auto  industry  are  in 
the  paper  almost  every  day.  United  States  auto  indus¬ 
try  analysts  are  divided  on  the  question  of  whether 
the  industry  has  yet  reached  or  is  even  close  to  the 
bottom  in  its  business  decline.  The  October  sales 
rate  was  barely  covering  the  annual  scrappage  rate  of 
8  million  cars,  a  fact  which  suggests  to  some  analysts 
that  the  sales  picture  can't  get  too  much  worse. 


15 


Another  relatively  volatile  element  in  what 
I  call  the  postponable  spending  picture  is  the  buying 
of  furniture  and  appliances.  Here  again  we  see  a 
picture  of  normal  gains  in  1969,  substantial  weakness 
in  1970  and  phenomenal  increases  in  the  four  years 
thereafter.  Even  in  the  mid-sixties  we  had  nothing 
to  compare  with  the  expenditure  gains  (adjusted  for 
inflation)  registered  from  1971  to  1974  --  a  whopping 
50%  increase  in  four  years. 

For  1975  we  foresee  a  correction  back  toward 
a  more  normal  situation  —  continuing  sales  gains,  in 
real  terms,  but  at  a  slower  rate  than  we  have  seen  for 
a  while.  A  large  but  diminishing  rate  of  housing 
completions  will  be  a  key  factor  in  the  slowing  down 
although  personal  after-tax  income  growth  and  the 
credit  availability  situation  next  year  should  keep 
the  replacement  market  reasonably  firm. 

The  third  block  of  what  Statistics  Canada 
calls  the  durable  goods  category  includes  a  variety 
of  items  such  as  recreation,  sporting  and  camping 
equipment.  It  also  includes  auto  parts  and  repairs. 

The  recreation  goods  market  area  has  expanded  rapidly, 
with  gains  in  real  spending  over  the  last  decade 
exceeding  an  average  of  8%  per  year,  well  above  the 
rate  of  growth  of  the  economy.  This  market  should 
continue  to  be  buoyant  in  1975,  although,  like  furni¬ 
ture  and  appliances,  to  a  lesser  degree  than  we  have 
seen  recently.  The  auto  repairs  and  parts  side  of 
things  should  be  quite  firm,  offsetting  some  of  the 
softness  in  new  car  sales. 

Taking  the  consumer  picture  as  a  whole,  we 
see  considerable  volume  growth  in  buying  next  year 
although  at  a  less  rapid  rate  than  we  have  experienced 
recently.  In  reviewing  the  record  to  1974,  I  get 
the  haunting  suspicion  that  too  much  pressure,  in  a 
very  short  interval,  had  been  exerted  on  consumer 
spending  making  some  sort  of  correction  virtually 
inevitable.  Mr.  Turner's  tax  cuts  cannot  be  expected 
to  sustain  the  kind  of  momentum  that  we  saw  in  consumer 
buying  from  1971  to  1974.  Indeed  I  would  argue  that 
the  government  would  have  been  unwise  to  even  attempt 
to  do  so  in  view  of  the  current  inflation  problem. 

Let's  look  now  at  housing. 


Residential  Construction  Expenditures 


Residential  construction  expenditures  account 
for  about  5%  of  the  GNP  but  the  subject  of  housing 
takes  up  a  sizeable  portion  of  many  budgets  and  eats 
up  a  lot  of  time  of  the  economic  forecasters.  The 
issue  of  whether  we  have  enough  of  it,  whether  enough 
of  it  is  of  a  "decent"  standard  or  not,  whether  it 
costs  too  much  or  is  unsightly,  are  all  popular  topics 
for  discussion  by  everyone.  Housing  is  a  highly  poli¬ 
ticized  issue. 

If  we  look  back  to  the  early  fifties,  Canada 
was  averaging  an  annual  rate  of  just  over  100,000 
housing  starts.  The  trend  rate  of  increase  in  starts 
over  the  subsequent  two  decades  was  4%  per  year. 

Over  the  last  four  years  we  have  experienced 
an  extraordinary  surge  in  housebuilding.  Had  the  indus¬ 
try  moved  forward  at  a  steady  trend  rate  from  1971  to 
1974  we  would  have  initiated  construction  of  just 
over  900  thousand  units.  In  fact,  over  the  last  four 
years,  housing  starts  totaled  some  985  thousand  units, 
well-above  trend. 

As  I  noted  earlier  in  my  remarks,  the  house¬ 
building  pace  this  year  dipped  from  that  achieved  in 
1973.  However  the  outcome  for  the  year  as  a  whole 
will  still  be  at  about  the  long-term  trend  level.  The 
prospects  for  next  year  are  not  nearly  so  bright.  As 
a  result,  the  Minister  of  Finance  introduced  a  package 
of  proposals  designed  to  ensure  that  housing  construction 
would  not  drop  "to  unduly  low  levels".  These  include: 

(1)  re- xntroduction  of  the  measure  whereby  the  carrying 
costs  on  land  awaiting  development  would  not  be 
chargeable  against  other  income,  but  could  be 
taken  into  account  only  when  the  land  is  sold; 

(2)  elimination  of  the  sales  tax  on  construction 
equipment  and  on  materials  used  in  municipal 
water  distribution  systems; 

(3)  re-affirmation  of  the  introduction  of  the  Regis¬ 
tered  Home  Ownership  Savings  Plan; 
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(4)  reduction  of  the  rate  of  sales  tax  on  building 
and  construction  materials  to  5%; 

(5)  relaxation,  for  a  period,  of  the  rule  whereby 
capital  cost  allowances  on  rental  construction 
could  not  be  charged  against  income  from  other 
sources;  and 

(6)  withdrawal  of  the  Government's  request  to 
mortgage  lenders  to  confine  high-ratio  loans  to 
middle  and  lower-priced  housing. 

The  Minister  sees  a  level  of  starts  in  1975  of  about 
200,000  as  a  result  of  these  measures  and  other  factors 
bearing  on  the  situation.  Our  view  is  not  different 
from  that.  Housing  starts  of  about  200,000  is  a 
realistic  projection  for  next  year.  The  fact  that  it 
is  we 11 -be low  the  rate  realized  in  recent  years  will 
mean  that  some  disruption,  and  layoffs,  in  the  industry 
are  likely.  The  boom-bust  cycle  in  construction  lives 
on.  For  1975  that  cycle  means  a  drop  in  real  expendi¬ 
tures  for  new  residential  construction  and  an  element 
of  weakness  in  the  total  GNP  picture. 

The  Economic  Council  of  Canada  recently  com¬ 
pleted  a  lengthy  study  of  cyclical  instability  in  the 
construction  industry.  It  concluded  that  there  are  no 
easy  solutions.  It  also  concluded  that  governments 
must  bear  a  significant  share  of  the  blame  for  cons¬ 
truction  instability. 

You  may  recall  in  the  Budget  of  March  1970 
the  Federal  Government  moved  toward  an  easing  of  the 
degree  of  fiscal  restraint  as  a  consequence  of  the 
fact  that  the  economy  in  the  early  part  of  that  year 
was  growing  less  rapidly  than  it  had  in  1969.  Unemploy¬ 
ment  was  on  the  rise.  New  funds  were  being  infused 
into  the  system,  such  as  an  additional  $150  million 
for  the  Central  Mortgage  and  Housing  Corporation  budget 
to  give  more  emphasis  to  the  construction  of  low-cost 
rental  housing. 

In  June,  August,  October  and  December  further 
announcements  about  policy  changes  were  made  in  the  face 
of  a  rapid  succession  of  reports  coming  out  of  Statis¬ 
tics  Canada  of  a  deteriorating  unemployment  situation. 
During  that  time  an  additional  $140  million  was  allotted 
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to  the  CMHC  budget  for  low-income  housing  in  high 
unemployment  areas.  In  October  1971  it  was  further 
announced  that  more  than  $100  million  in  loans  would 
be  accelerated  for  public,  home-owner  and  student 
housing,  for  sewage  treatment  facilities  and  for  land 
assembly  projects. 

All  of  these  moves  were  taken  as  part  of  a 
program  to  get  the  economy  moving  along  at  a  rapid 
enough  pace  to  absorb  new  entrants  to  the  work  force 
and  bring  down  unemployment.  Together  with  an  easing 
of  the  availability  and  cost  of  mortgage  funds  and 
growing  personal  incomes  they  had  their  desired  effect. 
Housing  starts  went  up  considerably. 

As  the  housing  boom  was  getting  into  its 
third  year,  non-residential  construction  activity 
started  to  accelerate.  In  both  1973  and  1974,  non- 
residential  building  and  engineering  construction  con¬ 
tributed  much  to  real  growth  and  is  expected  to  do  so 
again  in  1975. 

In  the  wake  of  all  of  this  activity,  the 
size  of  the  construction  work  force  soared.  For  a 
number  of  years  it  had  averaged  in  the  range  of  475 
to  500  thousand  persons.  In  two  years,  during  1973 
and  1974  it  jumped  20%,  getting  up  into  the  600  thou¬ 
sand  range.  It  appears  that  activity  (and  rewards) 
in  the  construction  industry  became  so  intense  that, 
not  only  were  opportunities  available  for  our  unem¬ 
ployed  tradesmen,  but  also  skilled  new  immigrants  were 
drawn  into  the  building  trades  at  an  accelerated  rate 
and  large  numbers  of  unskilled  young  Canadians  were 
enticed  into  the  work  force  at  the  expense  of  their 
academic  pursuits.  As  I  will  be  pointing  out  later 
on,  labour  force  participation  of  teenagers  in  the 
past  couple  of  years  has  reversed  its  long-term  trend 
decline . 


What  are  some  of  the  implications  of  all  of 
this?  Was  it  really  intended  to  introduce  a  sort  of 
structural  shift  into  the  system,  enlarging  permanently 
our  construction  industry  capability?  What  scope  was 
there  for  enhancing  our  own  domestic  supply  of  various 
building  materials,  or  to  what  extent  did  we  increase 
our  dependence  on  imports?  In  the  event  that  a  600,000 
person  construction  industry  work  force  cannot  be 
sustained,  we  know  who  was  "last  on  and  first  off". 
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How  many  of  our  unskilled  young  people,  who  enjoyed  a 
year  or  two  of  fat  pay  cheques  and  the  freedom  of  being 
out  of  the  classroom,  will  just  sit  back  on  unemploy¬ 
ment  insurance  rather  than  pursue  their  studies? 

I  am  not  sure  that  these  kinds  of  questions 
get  nearly  enough  attention  en  route  to  the  medicine 
cabinet  to  get  a  remedy  for  the  never  ending  so-called 
housing  "crisis".  Nor  am  I  convinced  of  the  adequacy 
of  the  availability  of  private  sector  funds  for  finan¬ 
cing  construction  with  the  Federal  Government  now 
planning  to  crowd  into  the  financial  markets  for  some 
$3  billion  in  the  fiscal  year  ahead.  We  will  come  back 
to  that  point  later  on. 

Let's  turn  to  business  investment. 


Business  Fixed  Investment 


I  have  observed  already  that  non-residential 
construction  expenditures,  which  are  largely  expendi¬ 
tures  by  business  for  new  and  expanded  plants,  office 
buildings  and  commercial  structures,  increased  markedly 
in  real  terms  in  each  of  the  last  two  years.  Indica¬ 
tions  from  a  variety  of  sources,  including  investment 
intentions,  contracts  awarded,  building  permits  and 
new  orders,  all  point  to  a  substantial  continuation 
of  this  activity  next  year.  In  his  Budget,  the  Minis¬ 
ter  of  Finance  expressed  his  worry  that  some  projects 
may  be  postponed  or  cancelled  because  of,  in  his 
words,  "the  uncertainties  of  the  situation,  particularly 
with  respect  to  costs,  sales  and  financing". 

To  offset  those  uncertainties  he  introduced 
four  measures  to  sustain  capital  investment: 

(1)  reduction  in  the  sales  tax  on  building  materials, 
which  I  mentioned  earlier  in  connection  with 
housing; 

(2)  elimination  of  the  federal  sales  tax  on  trans¬ 
portation  equipment; 

(3)  extension  indefinitely  of  the  two-year  write-off 
of  expenditures  on  new  machinery  and  equipment 
for  manufacturing  and  processing  in  Canada;  and 
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(4)  renewal  for  a  further  two  years  of  the  fast  write¬ 
off  for  pollution  control  equipment. 

He  does  not  indicate  why  he  believes  these  measures 
to  sustain  investment  will  be  sufficient  to  cope 
with  the  uncertaint ites  he  describes,  in  view  of  the 
fact  that  he  also: 

(5)  reintroduced  the  10%  surtax  on  corporate  profits 
earned  from  May  1,  1974  to  April  30,  1975; 

(6)  reintroduced  the  proposal  to  advance  the  timing 
of  the  final  payment  of  a  corporation's  tax  to 
the  end  of  the  second  month  after  the  end  of  the 
corporation’s  fiscal  period;  and 

(7)  as  I  mentioned  earlier,  plans  to  get  into  the 
market  next  year  to  get  $3  billion  to  pay  for 
the  spending  not  covered  by  what  he  collects  in 
taxes . 

I  think  the  die  is  cast  for  a  good  year  of  business 
fixed  investment  in  1975  but  I  am  worried  about  where 
we  go  from  there. 

For  non-residential  construction  spending, 
adjusted  for  inflation,  we  expect  an  increase  in  1975 
well-above  the  trend  rate.  For  new  machinery  and 
equipment  we  also  see  a  substantial  real  gain  in  1975, 
also  above  its  trend  rate  and  for  the  fourth  consecu¬ 
tive  year.  This  will  be  worth  recalling  when  we  turn 
to  our  international  trade  account  and  the  prospects 
for  imports. 

Let  me  deal  briefly  with  inventories. 


Inventory  Changes 

Stockbuilding  by  business  had  contributed 
much  to  real  growth  of  the  economy  this  year.  The  old 
debate  about  whether  the  build-up  was  intentional ,  and 
a  reflection  of  optimism  for  substantial  future  sales, 
or  unintentional ,  and  a  result  of  current  sales  falling 
short  of  expectations  and  production  having  therefore 
been  excessive,  cannot  be  resolved  from  the  data  them¬ 
selves.  The  publicity  associated  with  shortages  early 
in  the  year,  and  of  order  books  filled  upf  of  customers 
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on  allocation  with  their  suppliers,  and  so  forth  may 
have  resulted  in  some  padding  of  buying  plans  and 
some  resulting  unintended  stock  piling.  It  is  hard 
to  say  the  extent  to  which  this  happened. 

For  1975,  we  expect  further  inventory  accu¬ 
mulation  but  at  a  less  rapid  rate  than  this  year. 

Like  most  forecasters,  I  am  more  confident  of  the 
direction  of  that  forecast  than  I  am  about  the  degree 
of  change  likely.  Count  business  inventories  among 
the  areas  of  particular  uncertainty.  The  fact  that 
we  foresee  less  stockbuilding  next  year  than  this  means 
that,  in  the  arithmetic  of  real  growth,  non-farm  busi¬ 
ness  inventories  show  up  as  a  negative  factor. 

On  the  farm  side  the  situation  is  even  more 
cloudy.  For  this  year,  even,  the  final  data  are  still 
very  much  up  in  the  air.  As  a  result  of  poor  weather 
for  planting  and  poor  weather  for  harvesting,  product¬ 
ion  of  many  of  our  key  crops  was  down  substantially. 

In  addition,  grain  backed  up  markedly  in  commercial 
channels  and  exports  as  a  result  were  way  down,  because 
of  industrial  disputes. 

My  best  guess  at  the  moment  is  that  the 
real  value  of  farm  inventories  in  1974  declined  for 
the  fifth  consecutive  year.  Hard  news  indeed  in  the 
light  of  needs  indicated  at  the  U.N.  food  conference 
held  earlier  this  month.  In  fact,  national  accounts 
data  suggest  that  the  physical  volume  of  food  and  feed, 
either  held  on  the  farm  or  in  commercial  channels, 
was  lower  in  1974  than  at  any  time  since  1965. 

The  prospects  for  1975  depend  on  innumerable 
factors,  not  the  least  of  which  is  the  weather.  The 
best  forecast  I  can  make  for  farm  inventories  next  year 
is  no  change.  Current  prices  offer  plenty  of  incentive 
to  grain  producers  to  break  all  records  in  1975  but 
we  all  know  that  good  intentions  are  not  the  whole 
story. 


This  brings  me  now  to  the  foreign  trade 


situation. 
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V,  INTERNATIONAL  TRADE 


Canada's  merchandise  trade  surplus,  measured 
in  current  dollars,  has  never  returned  to  the  record  level 
it  reached  in  1970  —  a  year  of  slow  growth  for  the 
economy  when  imports  flattened  out.  By  1974,  it  had 
dropped  to  about  $1.5  billion  on  a  national  accounts 
basis.  In  1975,  we  expect  the  current  dollar  balance 
to  improve  slightly  as  a  consequence  of  weakening 
import  demand  and  relative  price  developments  in  regard 
to  exports  and  imports. 

In  contrast  to  the  situation  in  current  dol¬ 
lars,  our  national  accounts  basis  trade  balance  mea¬ 
sured  in  constant  (1961)  dollars  has  deteriorated 
dramatically  according  to  preliminary  estimates  by 
Statistics  Canada.  From  a  surplus  of  about  $2.5 
billion  dollars  in  1970  we  have  swung  to  a  deficit  of 
about  $1.5  billion  this  year.  That  is  a  swing  of  $4.0 
billion  in  4  years,  and  that  is  in  real  terms,  after 
discounting  inflation.  We  do  not  anticipate  any  major 
turnaround  in  that  situation  in  1975.  Our  forecast 
is  for  a  real  trade  deficit  of  about  the  same  order 
of  magnitude  as  this  year.  But,  clearly,  this  outcome 
depends  on  a  vast  array  of  assumptions  about  the  world 
economy  in  1975  and,  in  particular,  that  some  of  our 
major  markets  start  to  firm  up  in  the  course  of  1975. 

This  is  a  key  assumption,  and  one  about  which  I  hope 
the  other  panelists  this  morning  will  have  something 
to  say.  One  can  produce  quite  a  different  profile 
about  Canada  —  and  Ontario  --  growth  prospects  in  1975 
by  altering  this  particular  assumption. 

Why  is  there  such  a  sharp  difference  in  the 
profile  of  the  trade  balance  between  current  dollars 
and  constant  dollars?  The  former  shows  a  modest  weakening 
in  our  trade  position;  the  latter,  an  unprecedented  dete¬ 
rioration  . 


The  explanation  lies  in  the  differing  trends 
in  export  prices  and  in  import  prices.  Export  prices 
have  gone  up  much  more  rapidly  than  import  prices  —  a 
puzzling  observation  in  contrast  to  the  often-mentioned 
reference  to  our  importing  a  lot  of  inflation  from 
other  countries.  Between  1961  and  1972,  the  ratio  bet¬ 
ween  average  export  prices  and  average  import  prices  — 
often  called  the  terms  of  trade  —  stayed  about  unity. 
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Neither  was  tending  to  increase  faster  than  the  other, 
over  any  length  of  time,  and  both  were  tending  to 
increase  less  rapidly  than  the  average  price  index 
for  domestic  demand.  But  then  in  1973,  things  changed 
dramatically,  according  to  the  data  now  available. 

It  is  interesting  to  note  that  our  experience 
with  trade  prices  is  just  the  opposite  of  that  of  the 
United  States,  the  European  Economic  Community  and  Japan. 
In  the  case  of  those  other  countries,  prices  for  impor¬ 
ted  goods  have  gone  up  more  rapidly  than  prices  for 
their  exported  goods.  In  Canada's  case,  that  has  not 
happened.  Apparently,  we  have  been  able  to  sell  fewer 
goods  in  the  world  market  and  get  a  lot  more  for  it. 

The  volume  of  our  exports  in  1974  was  down  about  3.5% 
as  compared  to  1973  but  we  got  more  than  $7  billion  in 
additional  export  earnings. 

Under  the  somewhat  mysterious  arithmetic  of 
national  accounting,  this  apparent  bonanza  turns  out 
to  be  a  negative  factor  in  our  real  growth  picture.  In 
1973,  for  example , total  domestic  demand  in  real  terms 
increased  a  whopping  8.3%;  the  corresponding  gain  in 
real  GNP  was  a  point  and  a  half  less  than  that,  at  6.8%. 
In  1974,  real  domestic  demand  moved  up  substantially 
again,  by  close  to  7%;  the  corresponding  gain  in  real 
GNP  was  three  points  less  than  that  —  at  about  4%. 

The  difference  between  whether  the  economy  in  1974  was 
growing  at  an  average  annual  rate  in  real  terms  of 
about  7%  or  4%  has  considerable  implications  for  our 
economic  policy.  One  figure  is  well-above  our  production 
potential;  the  other  is  below. 

One  should  be  cautious  about  the  degree  of 
precision  to  be  attached  to  real  growth  estimates  cur¬ 
rently  being  suggested  for  1974.  On  the  one  hand, 
it  appears  that  the  momentum  of  the  economy  slowed 
markedly  this  year  relative  to  1973,  if  you  look  at 
the  real  GNP  figures.  On  the  other  hand  we  see  labour 
demand  continuing  to  climb  to  new  record  levels,  some 
400,000  new  jobs  created  this  year,  and  unemployment  — 
instead  of  rising  significantly  as  everyone  thought  it 
should  in  an  apparently  weakening  economy  —  it  fell 
slightly . 


The  fact  is  that  measuring  economic  performance 
in  an  environment  of  two-digit  inflation  is  an  extremely 
difficult  task.  The  United  States  Department  of  Commerce 
organized  a  one  day  conference  in  Washington  last  month 
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in  order  to  convey  to  the  main  users  of  national  accounts 
data  the  problems  involved.  The  preliminary  estimates 
of  GNP  that  skilled  statisticians  produce  each  quarter 
are  of  the  best  quality  possible  in  the  time  available 
to  them.  But  the  passage  of  time  yields  new  information 
and  this  results  in  revisions.  The  preliminary  nature 
of  the  figures  we  now  have  must  be  stressed. 

I  regret  this  statistical  digression,  but 
the  fact  is  that  economic  measurement  is  an  imprecise 
business.  And  yet  a  small  number  of  key  statistics 
become  the  focal  point  of  discussion  and  the  trigger 
for  setting  the  direction  of  economic  policy.  The  numbers 
must  be  seen  in  perspective. 

As  the  data  now  stand  in  Canada,  they  show 
for  1974  a  declining  volume  of  exports  on  a  far-reaching 
array  of  goods,  including  motor  vehicles  and  parts, 
lumber,  nickel,  crude  petroleum,  natural  gas,  meats 
and  grains  and  virtually  no  change  for  newsprint.  The 
overall  volume  of  trade,  on  a  seasonally-adjusted  basis, 
was  reported  to  be  lower  in  mid-1974  than  it  had  been 
at  any  time  since  late  1972.  In  contrast,  the  volume 
of  imported  merchandise  was  up  markedly,  increasing 
much  more  rapidly  than  real  domestic  demand. 

To  complete  the  foreign  trade  picture,  let 
me  just  briefly  mention  the  non-merchandise  account. 

This  includes  tourist  transactions,  interest  and  divi¬ 
dend  remittances  and  a  number  of  other  items.  The 
decline  in  our  merchandise  trade  account  reinforces 
the  weakening  in  our  overall  current  account  caused 
by  the  secular  trend  toward  bigger  deficits  in  the 
services  account.  We  see  that  trend  continuing  into 
1975,  particularly  in  view  of  Mr.  Turner's  Budget  Speech 
promise  of  liberalization  of  travel  allowances  for 
Canadians.  In  1976,  it  will  likely  improve,  if  the 
Olympics  are  anything  like  the  tourist  success  of 
Expo  '67. 


To  complete  the  total  demand  picture,  we 
turn  now  to  the  government  sector. 
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VI.  GOVERNMENT  SECTOR 


The  government  sector,  which,  according  to  the 
statisticians,  includes  the  federal,  provincial  and 
local  governments  as  well  as  hospitals  and  the  Canada 
and  Quebec  pension  plans,  impacts  on  the  economy  in  a 
variety  of  ways.  Spending  decisions  in  regard  to 
the  purchase  of  goods  and  services  get  directly  into 
the  GNP  calculation.  Transfer  payment  spending,  from 
government  to  government  or  from  governments  to  persons, 
and  financial  transactions  by  governments,  do  not  get 
directly  into  the  GNP.  Let's  look  first  at  spending 
on  goods  and  services. 

Over  the  past  decade,  spending  by  the  overall 
government  sector,  in  real  terms,  has  increased  at 
about  the  same  rate  as  the  economy  as  a  whole  —  just 
over  5%  per  year.  The  rate  of  increase  varies  from 
year  to  year  but  generally  it  keeps  going  up.  We  had 
above-trend  increases  registered  in  1970,  1971,  and 
1974;  below  trend  increases  in  1969,  1972,  and  1973. 

We  expect  a  substantial  increase  again  in  1975,  although 
not  quite  as  large  as  that  for  1974.  In  view  of  the 
pressures  of  financing  the  inflating  costs  of  existing 
government  programs,  governments  may  be  hard  pressed 
to  initiate  as  many  new  programs  as  they  might  other¬ 
wise  like.  You  will  recall  that,  in  regard  to  the 
federal  government,  the  Minister  of  Finance  is  attempt¬ 
ing  to  bring  in  some  measure  of  spending  restraint, 
concentrating  his  fiscal  stimulus  on  the  tax  side 
rather  than  the  expenditure  side  of  the  government 
accounts . 


Whether  or  not  the  1975  profile  emerges  as 
we  now  expect  of  course  depends  on  a  number  of  spending 
and  financing  decisions  by  other  levels  of  government 
that  have  not  yet  been  made  for  the  coming  year. 

I  have  mentioned  that  the  government  impacts 
on  the  economy  in  a  variety  of  ways.  In  my  assessment, 
from  the  point  of  view  of  stabilization  policy,  the 
most  important  impact  of  government  activity  arises  out 
of  the  financing  side  --  where  and  how  do  they  get  the 
funds  they  need.  What  happens  when  they  spend  more 
than  they  collect?  As  individuals  managing  our  own 
household  budgets,  as  businessmen  managing  a  company 
budget,  as  trade  union  leaders  managing  the  finances 
for  a  union  local,  and  so  on,  we  know  what  happens  when 
we  live  beyond  our  means,  spend  more  than  we  take  in. 
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What  happens  when  governments  do  it?  I  think  that  is 
the  key  question  one  wants  to  raise  in  connection  with 
the  role  of  the  government  in  economic  stabilization. 

It  is  a  complex  matter,  and  one  which  time 
does  not  allow  us  to  get  into  in  detail  today.  But 
I  will  offer  a  few  observations,  particularly  in  view 
of  the  fact  that  the  Federal  Budget  has  only  last  week 
been  presented  to  Parliament. 

In  fiscal  year  1968-69  federal  government 
budgetary  revenues  were  $10.2  billion;  six  years  later, 
in  1974-75,  they  are  expected  to  be  $23.4  billion  (and 
that  excludes  the  proceeds  of  the  export  tax  on  oil) . 
That's  an  increase  of  129%  in  six  years.  The  corres¬ 
ponding  increase  in  personal  incomes  in  Canada  was  97%. 
Despite  the  129%  increase  in  federal  budgetary  revenues, 
there  was  still  not  enough  money  collected  to  finance 
government  spending.  Net  financial  requirements,  or 
the  amount  the  government  had  to  find  by  other  means, 
excluding  amounts  required  for  foreign  exchange 
transactions,  amounted  to  $6.8  billion  over  the  same 
six  year  period.  Another  $1.2  billion  had  to  be  raised 
to  finance  foreign  exchange  transactions.  In  total, 
then,  over  six  years,  we  have  seen  federal  financial 
requirements  of  some  $8  billion.  The  Minister  of 
Finance  now  projects  an  additional  $3  billion  in  the 
next  fiscal  year. 

In  his  February  1973  Budget  Speech  the 
Minister  made  the  following  remarks: 

The  fiscal  stance  of  the  government  is  best 
expressed  by  the  government's  total  cash 
requirement,  budgetary  and  non-budgetary . 

For  several  years  now,  we  have  followed  the 
practice  of  determining  our  fiscal  policy 
on  the  basis  of  total  cash  requirements 
and,  indeed,  this  is  the  practice  of  most 
modern  states  in  presenting  their  overall 
financial  position. 

(Minister  of  Finance,  Budget  Speech , 

February  1973) 

Substantial  borrowing  was  deemed  appropriate  in  the 
early  1970’s  so  as  to  increase  demand  and  production, 
and  reduce  unemployment.  As  we  moved  into  1973  and 
1974  the  economy  was  reaching  the  limits  of  its  capa¬ 
city  to  produce.  In  his  Budget  Speech  last  week,  the 
Minister  of  Finance  noted  that 


27 


There  was  evidence  of  widespread  tightness 
of  labour  markets,  particularly  in  late  1973 
and  early  1974.  There  was  a  sharp  increase 
in  job  vacancies  and  help-wanted  advertising. 
Frequent  complaints  of  scarcities  of  labour, 
particularly  of  skilled  workers,  were  heard 
in  many  parts  of  the  country. 

(Minister  of  Finance,  Budget  Speech , 

November,  1974). 

In  that  environment  the  Federal  Government  was  still 
having  to  borrow  heavily:  in  1973-74,  an  amount  of  $1.7 
billion;  in  the  current  fiscal  year,  a  further  $1.0 
billion.  And  now,  in  an  effort  to  "sustain  demand", 
the  government  says  it  will  require  another  $3  billion 
next  year  beyond  what  it  gets  in  taxes. 

The  worrisome  thing  for  me  about  the  financing 
requirements  now  anticipated  is  the  implication  it 
has  for  the  rate  of  expansion  of  the  monetary  aggregates. 
We  have  seen  some  easing  in  the  rate  of  increase  of  the 
money  supply,  as  measured  by  currency  and  time  deposits. 
The  degree  of  easing  that  has  taken  place  is  probably 
overstated  by  the  figures  for  what  is  commonly  known 
as  Ml  because  of  a  number  of  special  factors  in  the 
financial  markets  this  year,  notably,  the  exceptional 
rates  of  return  on  short-term  money  which  undoubtedly 
led  to  considerable  economy  in  the  management  of 
working  balances. 

The  key  point  to  note  is  that  some  easing 
in  the  rate  of  monetary  expandion  holds  forth  the  pros¬ 
pect  of  an  easing  in  the  growth  of  demand  measured 
in  nominal  terms.  Increases  in  the  money  supply  of 
10  to  15%  per  year  are  simply  not  consistent  with  real 
growth  of  5J%  per  year  and  stable  prices.  Increases 
in  the  money  supply  at  that  rate  assure  rates  of  price 
increase  of  more  like  8  to  12%  per  year. 

Substantial  borrowing  requirements  by  the 
Federal  Government  limit  the  scope  of  the  Central  Bank 
to  slow  the  rate  of  monetary  expansion.  If  accommodating 
the  government's  needs  involves  crowding  out  of  the 
market  the  business  sector  which  is  looking  for  money 
for  capital  expansion,  the  provincial  governments,  the 
utilities,  housebuilders,  or  someone  else,  then  we 
either  accept  the  resulting  implications  for  spending 
that  that  implies,  or  accept  an  increased  amount  of 
borrowing  from  foreign  sources,  or,  as  an  alternative, 
we  expand  the  money  supply. 
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We  have  now  put  together  all  of  the  pieces 
that  add  up  to  GNP .  Before  turning  to  what  the  total 
picture  looks  like,  let  me  say  a  little  bit  about  the 
labour  market,  on  the  one  hand,  and  about  prices,  on 
the  other. 


VII.  EMPLOYMENT,  LABOUR  SUPPLY 
AND  UNEMPLOYMENT 


I  want  to  look  first  at  the  situation  in 
respect  of  labour  supply,  then  labour  demand  and 
employment,  and  finally  unemployment. 

The  civilian  population  of  labour  force  age 
tends  to  grow  at  a  reasonably  stable  rate  from  one  year 
to  the  next.  The  rate  of  increase  reflects,  of  course, 
the  combined  influence  of  natural  increase  and  net 
migration.  In  1967,  population  change  accounted  for 
labour  force  growth  of  close  to  3%.  Since  that  time, 
its  effect  has  been  sliding  off,  getting  down  to  2.4% 
in  1972.  That  slide-off  is  now  over.  In  1973,  and 
continuing  on  into  1974,  the  rate  of  growth  of  the  labour 
force  attributable  to  population  change  picked  up, 
in  particular  as  a  consequence  of  the  substantial  in¬ 
crease  in  net  migration.  Immigrants  to  Canada  numbered 
1^2,000  in  1972  and  184,000  in  1973.  A  further  sub¬ 
stantial  increase  was  recorded  in  1974. 

In  its  Ninth  Annual  Review,  the  Economic 
Council  of  Canada  projected  an  average  annual  rate  of 
growth  of  the  labour  force  population  of  2.4%  for  the 
first  half  of  the  decade  of  the  seventies  and  2.0%  in 
the  period  1975-1980.  For  the  period  1970-73,  the 
rate  of  increase  averaged  2.4%,  but  this  year  we  have 
likely  seen  a  gain  of  about  2.7%. 

The  labour  force  population  is  growing  more 
rapidly  than  had  been  expected,  a  fact  which  must  be 
taken  into  account  in  assessments  of  our  economic 
growth  potential.  The  pick-up  in  net  migration  is  un¬ 
questionably  related  to  the  continuing  strength  of  the 
Canadian  economy  and  the  substantial  availability  of 
jobs . 
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The  big  swings  in  the  rate  of  labour  force 
growth  come  from  participation  rate  changes,  not  from 
labour  force  population  changes. 

The  year  1966  used  to  stand  out  above  all 
others  in  regard  to  participation  rate  changes,  but 
not  so  anymore.  In  1973,  the  average  participation 
rate  jumped  a  full  percentage  point  (to  57.5%), 
contributing  to  the  sharpest  rate  of  labour  force  growth 
ever  recorded  in  Canada.  In  1974,  the  participation 
rate  rose  still  further  although  the  rate  of  rise 
eased  off  a  bit.  Increases  in  participation  rates  con¬ 
tributed  heavily  to  labour  force  growth. 

There  was  a  time  when  participation  rate 
changes  were  related  to  economic  conditions.  The  data 
used  to  suggest  that  when  the  economy  is  buoyant  and 
jobs  abundantly  available,  persons  tend  to  be  encouraged 
to  enter  the  labour  force.  Similarly,  when  the  economy 
is  soft  and  jobs  are  scarce,  persons  tend  to  be  dis¬ 
couraged  from  entering  the  labour  force.  Using  the 
overall  unemployment  rate  as  a  broad  indicator  of 
economic  conditions,  one  can  get  a  fairly  tight  relation¬ 
ship  between  economic  performance  and  participation 
rate  change  —  at  least  until  1971. 

From  the  early  sixties  until  1970,  the 
relationship  between  participation  rate  changes  and 
the  unemployment  rate  was  fairly  well  defined.  For 
the  period  1971  on,  that  relationship  has  shifted 
sharply.  In  fact,  it  is  still  not  clear  that  any 
relationship  now  exists  at  all. 

This  shift  --  call  it  a  structural  shift  if 
you  like  —  has  destroyed  our  old  rules  of  thumb 
for  projecting  labour  force  growth.  The  idea  that  we 
should  somehow  be  getting  back  toward  trend  rates 
of  labour  force  increase  of  about  3%  per  year,  appears 
to  be  no  longer  valid,  in  the  short-run  anyway  with 
labour  demand  being  as  strong  as  it  is. 

Referring  back  to  the  Ninth  Annual  Review, 
the  Economic  Council  of  Canada  foresaw  rates  of  increase 
in  the  labour  force  of  some  2.6%  in  the  first  half  of 
the  decade  of  the  seventies.  We  are  running  well  above 
that  pace,  with  the  1970-74  average  being  about  3.6%. 

This  too  has  important  implications  for  assessment  of 
our  economic  growth  potential. 
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Who  is  flooding  into  the  labour  market?  In 
the  material  to  be  handed  out  later  there  is  included 
a  table  showing  the  composition  of  the  increase  in 
labour  force  over  the  period  1970  to  date  for  the  major 
age-sex  groups.  A  lot  of  labour  force  growth  is  coming 
from  where  you  would  expect  it  —  from  increased 
female  participation  in  the  work  force.  But  a  lot 
is  also  coming  from  where  it  was  not  really  expected: 
in  1973  and  1974  from  prime  age  males  and  particularly 
from  the  teenagers.  The  trend  in  teenage  labour  force 
participation  rates  has  been  down  for  many  years. 

During  the  school  months  in  1960  that  rate  averaged  close 
to  36%;  in  the  corresponding  months  of  1970  it  averaged 
31%.  This  trend  has  reflected  the  fact  that  young 
persons  were  tending  to  stay  in  the  educational  system 
longer.  But,  as  we  all  know,  the  enrollment  trends 
are  not  what  they  used  to  be.  The  number  of  persons 
of  labour  force  age  in  the  educational  system  grew  at 
a  7%  rate  in  academic  year  1969-70  but  only  by  0.2  per 
cent  in  1973-74.  As  a  result,  the  teenage  labour 
force  grew  by  more  than  9%  in  1973  and  by  that  amount 
again  in  1974.  This  means  that  a  high  proportion  of 
the  new  entrants  to  the  labour  market  over  the  past 
couple  of  years  are  young  and  relatively  inexperienced, 
a  vulnerable  group  in  the  event  of  any  major  softening 
of  the  economy  in  the  near-term  future. 

Let  me  turn  now  to  labour  demand. 

Among  the  tables  and  charts  included  in  your 
kit  coming  after  this  presentation  is  a  table  on  the 
industrial  composition  of  employment,  showing  how  it 
has  evolved  over  the  last  number  of  years.  I  won't 
go  into  that  aspect  of  things  now  although  you  may 
wish  to  raise  questions  about  it  later  in  the  day. 

One  measure  of  labour  demand  is  employment. 

We  now  have  other  measures.  We  have  the  Statistics 
Canada  Job  Vacancy  Survey;  we  also  have  the  Help-Wanted 
Index.  I  want  to  talk  a  bit  about  the  latter. 

I  think  the  Help-Wanted  Index  is  a  valuable 
additional  indicator  of  job  availability.  Years  of 
use  of  such  an  index  in  the  United  States  had  demons¬ 
trated  its  potential  contribution  to  improving  the 
understanding  of  labour  market  conditions. 
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What  does  the  Help-Wanted  Index  tell  us 
about  recent  trends  in  job  availability?  Let  us 
examine  the  relationship  between  the  rate  of  job 
availability  and  the  rate  of  unemployment. 

For  a  number  of  years  there  appears  to  have 
been  the  expected  relationship  between  the  two  indi¬ 
cators.  High  job  availability  associated  with  low 
unemployment;  low  job  availability  associated  with  high 
unemployment.  At  least  that  was  the  case  for  the 
period  1962  to  1971.  Thereafter  the  relationship 
appears  to  have  collapsed. 

Job  availability,  as  measured  by  the  Help 
Wanted  Index,  has  soared.  And  yet,  the  seasonally 
adjusted  unemployment  rate  got  down  to  about  5.5% 
and  stayed  there.  The  persistence  of  unemployment  at 
that  level  cannot  be  associated  with  any  sagging  of 
job  availability  or  any  deficiency  of  demand.  Maybe 
we  have  a  problem  with  the  match  of  available  jobs  with 
available  workers  —  regionally,  industrially,  in 
respect  of  skill  requirements  and  so  on.  Maybe  we 
have  a  problem  of  the  willingness  or  lack  of  willing¬ 
ness  on  the  part  of  those  who  are  unemployed  to  accept 
the  jobs  that  are  available  at  going  rates  of  pay. 

If  this  is  so  it  may  not  be  unrelated  to  the  fact  that 
unemployment  insurance  benefits  are  currently  being 
paid  out  at  something  like  a  $2  billion  seasonally 
adjusted  annual  rate  as  compared  to  one-third  that 
amount  in  the  first  half  of  1971.  My  essential  point 
is  this  --  there  does  not  seem  to  be  any  deficiency 
in  overall  labour  demand  through  most  of  1973  and  on 
into  1974.  It's  hard  to  find  a  sagging  economy  through 
the  Spring  and  Summer  quarters  of  1974  in  these  data. 

Forecasting  unemployment  has  always  been  a 
tricky  business.  You  have  two  blades  of  the  scissors 
to  worry  about:  on  the  one  side,  you  have  the  strength 
of  the  economy  and  the  number  of  job  opportunities; 
on  the  other  side,  you  have  the  numbers  of  persons 
wanting  employment  in  the  marketplace  (labour  force 
participatron) .  You  can  be  right  about  one,  wrong 
about  the  other  and  therefore  wrong  about  your  forecast 
of  unemployment. 

Right  now,  forecasting  unemployment  is  par¬ 
ticularly  tricky.  The  conventional  wisdom  has  it  that 
the  economy  is  slowing,  that  labour  demand  will  therefore 
be  slowing  and,  as  a  consequence,  unemployment  will  be 
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rising.  This  logic  may  follow.  Or  it  may  not.  We 
have  already  noted  that  participation  rate  changes  are 
not  associated  with  measured  unemployment  rates  the 
way  they  once  were.  And  we  have  now  also  noted  that 
we  can  push  up  labour  demand  rather  substantially 
without  reducing  unemployment.  Does  it  also  mean  that 
j.abour  demand  can  soften  considerably  without  increasing 
unemployment ?  Ii  so,  why  all  the  special  efforts  to 
sustain  demand? 

I  raise  the  question  but  I'm  not  sure  what 
the  answer  is.  In  my  view  measured  unemployment  will 
likely  increase  a  bit  over  the  next  year  because  of 
the  fact  that  we  cannot  direct  demand  stimulus  to 
precisely  chose  areas  of  the  economy  where  weakness  is 
developing,  such  as  in  the  auto  industry.  Increasing 
the  take-home  pay  of  Canadians  will  not  find  new  jobs 
for  the  people  who  make  the  parts  that  go  into  an  auto 
assembly  line  in  a  closed  U.S.  plant. 

Let  me  turn  now  to  prices. 


VIII.  PRICES 


I  have  dwelt  at  length,  too  long  perhaps,  on 
many  of  the  factors  behind  the  current  problem  of 
inflation.  As  a  consequence  I  will  now  be  v^ry  brief 
about  the  price  picture  itself. 

let  me  say  that  I  think  the  overall 
GNP  price  index  will  rise  less  in  1975  than  it  did 
this  year.  A  diminution  in  total  money  demand  will 
reflect  in  both  lower  rates  of  real  output  gain  and  a 
lower  rate  of  inflation.  I  know,  that's  what  economists 
to~d  you  a  year  ago  would  happen  in  1974  but  it  didn't 
I  think  it  will  happen  in  1975. 


On  the  other  hand,  I  think  the  rate  of  increase 
in  consumer  prices  next  year  could  be  about  as  high  as 

H  1974  that  is  about  11%*  The  reasons  for 

the  different  profile  for  consumer  prices  are  twofold. 
Flrst,  the  food  price  picture  is  not  too  encouraging 

^lsThas  a  substantial  weight  in  the  consumer  picture. 
Second,  I  expect  the  GNP  price  index  rise  will  be 
moderated  by  some  normalization  of  the  recent  trends  in 
ur  terms  of  trade.  The  gap  between  our  export  prices 
and  import  prices,  to  which  I  referred  earlier,  should 
start  to  narrow. 
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Why  did  last  year's  concensus  forecast  of 
prices  not  pan  out?  There  are  many  reasons,  one  of 
which  is  the  food  situation.  In  January  of  this  year 
we  were  looking  at  food  price  increases  of  16%,  on  a 
year-over-year  comparison,  with  non-food  prices  up 
6.6%.  The  rise  of  food  prices  then  appeared  to  peak 
in  March  and  start  to  ease  off  considerably.  And  then 
came  the  drought,  and  the  early  snows,  and  all  of  the 
other  things  you  have  heard  about,  and  food  prices 
started  up  again.  The  expected  offset  to  rising  non¬ 
food  prices  didn't  happen.  Meanwhile,  non-food  consumer 
prices  were  steadily  climbing  from  6^%  at  the  beginning 
of  the  year  toward  the  two-digit  level.  The  rate  of 
rise  hit  9.1%  in  June  and  9.9%  in  October  —  still  not 
into  the  magical  kingdom  of  two-digits.  In  the  United 
States,  year-to-r-year  increases  in  non-food  prices 
crossed  the  two-digit  threshold  in  June  and  were  last 
seen,  as  of  September,  at  12.4%. 

What  concrete  evidence  is  there  that  there 
may  be  a  break  in  the  upward  spiral?  If  one  looks  at 
current  and  prospective  negotiations,  and  the  attempts 
by  labour  to  "catch-up"  on  the  cost  of  living,  there 
certainly  isn't  much  reason  to  hope  for  cost  rise 
moderation  on  that  front. 

I  have  been  watching  closely  the  industry 
selling  price  indexes  —  measures  of  the  prices  at  which 
various  industries  are  selling  their  products  to  other 
industries  and  to  distributors.  If  we  compare  the 
annual  rate  of  change  during  the  July-September  quarter 
with  that  registered  during  the  first  half  of  the  year 
we  get  the  following  picture. 

(1)  Areas  of  substantial  moderation: 

—  leather  products 

—  textiles 

—  knitting  mills 

—  wood  products 

--  furniture  and  fixtures,  and 
--  primary  metals. 

(2)  Areas  of  some  moderation: 

—  rubber  products 
--  clothing 

—  non-metallic  minerals 
--  chemical  products,  and 
--  mineral  fuels. 
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I  am  not  talking  about  price  declines.  I  am  referring 
to  a  moderation  of  the  rate  of  increase.  A  slowing 
in  the  upward  movement,  except  in  the  case  of  wood 
products  where  there  has  been  a  marked  drop. 

In  some  areas  we  haven't  yet  seen  any  moder¬ 
ation;  either  that,  or  further  deterioration.  These 
include : 


—  food  and  beverages 
— •  paper  and  allied  products 
--  motor  vehicles  and  parts,  and 
--  electrical  appliances. 

Thus,  breaking  our  manufacturing  and  proces¬ 
sing  sector  down  into  15  major  groups  we  see  that  in 
11  out  of  the  15  groups  the  price  situation  is  improving. 
In  only  4  our  of  the  15  is  it  deteriorating. 

I  want  now  to  summarize  briefly  the  Canadian 
picture  as  a  whole  and  then  turn  to  the  situation 
on  Ontario. 


IX.  SUMMARY:  ECONOMIC  PROSPECTS  FOR  CANADA 

I  recall  Finance  Minister  Benson,  mid-way 
through  the  lengthy  Budget  Speech  of  June  18th,  1971, 
saying: 


A  Minister  of  Finance  must  speak  of  taxes, 
but  in  doing  so  I  do  not  wish  to  tax  the 
indulgence  of  the  House. 

I  suspect  that  I  may  have  passed  that  threshold 
already.  My  summary  of  Canadian  economic  prospects 
will  be  brief. 

(1)  Real  output  in  Canada  can  be  expected,  under 
reasonable  assumptions  about  world  economic  conditions, 
to  continue  to  grow  in  1975.  I  expect  that  the  rate 
of  growth  will  be  less  than  our  long-term  trend  or 
potential  rate.  On  the  basis  of  what  we  now  know 
about  our  performance  in  1974,  I  would  estimate  the 
rate  of  real  output  gain  at  about  4%  or  a  little:  less. 

I  have  already  cautioned  you  about  attributing  too 
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much  significance  to  decimal  points  in  growth  rates. 

(2)  Consumer  spending  on  the  so-called  "neces¬ 

sities",  business  fixed  investment  and  government 
spending  will  likely  be  the  principal  areas  of 
strength.  "Pos tponable"  consumer  buying  and  housing 

will  be  relatively  weak  in  comparison  with  their  per¬ 
formance  over  the  last  three  years. 

(3)  The  foreign  sector  will  not  likely  be  as 
much  of  a  drag  on  the  economy  as  a  whole  in  1975  as 

it  was  in  1974.  The  inventory  situation  will  probably 
be  an  area  of  weakness,  with  stocks  building  up  less 
rapidly  than  this  year. 

(4)  Total  nominal  demand,  as  measured  by 
current  dollar  GNP,  will  likely  increase  less  in 
1975  than  in  1974.  This  will  be  a  reflection  of  a 
firming  of  the  financial  situation  in  the  latter 
part  of  1973  and  1974.  A  smaller  increase  in  nominal 
GNP  next  year  will  likely  reflect  a  moderation  in 
the  advance  of  prices  overall,  more  so  than  a  decline 
in  the  growth  rate.  The  rise  in  consumer  prices,  on 
the  other  hand,  will  probably  be  as  great  next  year 
as  it  was  this  year,  particularly  because  of  the 
critical  world  food  situation. 

(5)  A  softening  of  labour  demand  is  likely, 
particularly  in  some  sectors  of  the  economy,  and 
this  may  account  for  some  drifting  upward  in  measured 
unemployment.  The  sharp  rise  in  measured  unemploy¬ 
ment  in  the  first  half  of  1970  will  not  likely  be 
repeated  in  the  first  half  of  1975.  Circumstances 
now  are  quite  different  than  they  were  in  1969. 

There  continues  to  be  a  lot  of  heat  in  the  kitchen 
even  though  some  parts  of  the  house  have  cooled  off. 

(6)  The  federal  government  has  moved  to  sustain 
the  forward  rush  of  domestic  demand  in  the  face  of 
weakness  in  our  export  markets.  In  view  of  the  degree 
of  fiscal  stimulus  intended  for  1975-76,  the  govern¬ 
ment’s  assessment  of  the  international  situation 

must  be  gloomy  indeed.  Because  of  the  extent  of  our 
dependence  on  foreign  markets  it  would  be  unreasonable 
to  expect  that  domestic  demand  could  be  sustained  at 
a  degree  sufficient  to  offset  declines  in  export 
markets . 
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In  the  course  of  our  discussion  later  this 
morning  I  hope  that  we  will  be  able  to  come  back  to 
the  key  underlying  assumptions  that  are  being  made, 
not  only  by  me  but  by  all  forecasters  at  the  present 
time. 


Let's  look  now  at  the  Ontario  situation. 


X.  ECONOMIC  PROSPECTS  FOR  ONTARIO 

I  have  gone  into  the  overall  economic  situ¬ 
ation  in  Canada  at  length.  Without  that  backdrop,  it 
would  not  just  be  hard,  but  probably  impossible  to 
assemble  a  view  about  economic  prospects  in  Ontario. 

If  the  Minister  of  Finance  had  not  preceded  me  by  a 
week  with  his  Budget  Speech,  I  would  likely  have 
spent  less  time  on  the  national  situation  and  relative¬ 
ly  more  on  the  circumstances  of  this  province.  How¬ 
ever,  he  gave  his  Speech  and  I  thought  I  had  better 
look  into  some  of  the  implications  of  what  he  said. 

The  economic  situation  in  Ontario,  and  the 
situation  in  Canada  as  a  whole,  have  never  differed 
by  a  large  degree.  They  can't.  The  Ontario  economy 
is  such  a  large  part  of  the  Canada  picture.  As  a 
result,  many  of  the  things  I  have  already  said  about 
Canada  apply  to  Ontario  as  well.  In  my  remaining 
remarks  I  will  highlight  where  I  think  the  situation 
here  may  be  different  from  elsewhere. 

In  the  information  kit  coming  to  you  later 
this  morning,  there  are  a  number  of  tables  and  charts 
describing  key  features  of  the  Ontario  economy.  You 
will  find  data  such  as  that  on  the  level  and  compo¬ 
sition  of  provincial  personal  income  and  its  compon¬ 
ents. 


Our  estimates  for  Ontario  show  the  level 
of  personal  income  in  1974  exceeding  $44  billion,  an 
increase  of  more  than  15%  from  1973.  Discounting  for 
inflation  and  taking  account  other  sources  of  income 
we  get  a  rate  of  growth  of  real  Gross  Provincial 
Product  for  1974  of  3J  -  4%.  This  is  a  smaller 
increase  than  Mr.  White  had  anticipated  at  the  time 
of  his  Budget  last  April.  He  had  forecast  a  rise  of 
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about  5%.  Declining  real  output  in  the  United  States, 
with  the  implications  that  has  had  for  Ontario  manu¬ 
facturing,  accounts  for  an  important  part  of  the  slow¬ 
ing  of  the  pace  in  the  province  this  year  as  compared 
to  last. 


The  current  recession  in  the  U.S.  auto 
industry  is,  as  you  know,  having  its  impact  here  in 
Ontario.  On  the  basis  of  the  softness  of  that  sector 
alone  we  anticipate  that  personal  income  growth  next 
year  will  be  less  than  in  Canada  as  a  whole.  This  in 
turn  will  likely  contribute  to  a  softening  of  the 
momentum  of  consumer  spending.  The  consumer  buying 
boom  in  this  province  over  the  last  four  years  has  led 
to  marked  increases  in  expenditures,  even  after  adjust¬ 
ing  for  inflation.  For  1975  we  expect  to  see  the 
momentum  of  consumer  buying  ease:  a  further  rise  but 
not  as  rapid  as  we  have  had  recently.  We  do  not 
anticipate  anything  like  the  degree  of  softness  seen 
in  1970  --  provided,  of  course,  that  the  United  States 
economy  does  start  to  recover  in  the  course  of  the 
coming  year. 

The  housing  picture  in  Ontario  is  different 
from  that  for  Canada  as  a  whole.  The  decline  in 
housing  starts  this  year  was  more  pronounced  here 
than  elsewhere,  particularly  for  new  single  family 
dwellings.  Our  estimates  show  a  decline  in  real 
expenditures  on  new  residential  construction  in 
Ontario  both  in  1974  and  forecast  for  1975.  The  rapid 
growth  of  the  population  in  key  urban  areas  has 
strained  the  availability  of  serviced  land  in  the 
province.  This  factor  appears  to  have  compounded  the 
difficulties  experienced  both  here  and  elsewhere  with 
the  cost  and  availability  of  mortgage  credit. 

Business  fixed  investment  was  a  major  source 
of  strength  in  the  Ontario  economy  in  both  1973  and 
1974.  We  see  that  momentum  continuing  into  1975. 
However,  one  must  qualify  that  forecast  in  view  of 
the  export  situation.  A  sustained  period  of  soft 
markets  for  our  manufactured  goods  could  put  some 
expansion  plans  on  the  shelf. 

Taken  together,  consumer  buying,  housing  and 
business  fixed  investment  can  be  expected  to  provide 
real  momentum  in  the  Ontario  economy.  Government 
spending  will  also  likely  continue  to  contribute  to 
real  GPP  growth  but  exports,  in  contrast,  will  be  a 
source  of  weakness.  On  balance  we  see  a  smaller 
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increase  in  real  GPP  in  1975  than  in  1974.  Our  fore¬ 
cast  is  for  a  gain  of  2.5%. 

Here  in  Ontario,  and  in  Canada  as  a  whole, 
the  economy  has  run  hard  and  fast  for  four  years.  We 
may  well  have  run  too  fast.  We  are  going  through  an 
adjustment  now.  During  this  time  I  hope  that  we  see 
a  fuller  public  discussion  —  an  informed  and  respon¬ 
sible  discussion  —  about  our  economy  and  our  economic 
policy.  That  discussion  has  to  deal  in  depth  with 
the  issues  and  to  lay  them  out  for  examination  in  a 
suitable  perspective. 

Mr.  Chairman,  I  commend  you  and  your 
Council  for  your  initiative  in  calling  this  meeting 
today . 


HC  Hodgins,  Cyril  D. 
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